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EDITORIAL
bulletin of the Washington Society of CPA’s.
Marguerite Gibb was elected SecretaryTreasurer of the Seattle Chapter of the
Washington Society of CPA’s and Auditor
of the State Society.
The Chicago Chapter of AWSCPA pre
sented a panel discussion on the 1950
Amendments to the Internal Revenue Law
and the Social Security Law. Marjorie
Guthat, CPA, president of the Chicago
Chapter of AWSCPA, was moderator. Mem
bers who participated were Mary C. Gildea,
Edwinna Meyer, Ruth Hoerich, Helen Mc
Gillicuddy and Helen Seelmayer.
Jennie Palen, CPA, past national presi
dent of AWSCPA, spoke on “Pointers on
the Technique of Writing Audit Comments”
at a recent meeting of the New York State
Society of CPA’s.
Kathryn J. Morgan, member of the At
lanta Chapter, and George H. Mac Nider
announce the formation of the firm of Mac
Nider and Morgan, Accountants and Tax
Consultants, in Atlanta, Georgia. Con
gratulations and best wishes.
*
*
*

SPRING CONFERENCE
The Annual Spring Conference will be
held at Muskegon, Michigan on May 26, 27
and 28, 1951. It is not too early to make
your plans now to attend this meeting. Fur
ther details will be announced later.

NEW CHAPTER
ASWA is proud to announce that a char
ter has been presented to a new chapter at
Lansing, Michigan. Congratulations and
best wishes.
THE PRESS
Mary C. Gildea, CPA, past national pres
ident of ASWA, wrote an article entitled
“Taxes and Expenditures—A Review”
which appeared in the September 1950 issue
of The Illinois Certified Public Accountant.
Several pictures taken at the AWSCPA/
ASWA annual meeting in New York City
appeared in the November issue of The
Journal of Accountancy.

PERSONAL
The Illinois Society of CPA’s recently
made the following appointments:
Mary C. Gildea, CPA, assistant editor
of their quarterly publication—The
Illinois Certified Public Accountant and
a member of the New Members Com
mittee.
Ruth D. Hoerich, CPA, and Marjorie Gu
that, CPA, members of the New Mem
bers Committee.
Helen F. McGillicuddy, CPA, Vice Chair
man of the Natural Business Year
Committee.
The New Jersey Society of CPA’s ap
pointed Mildred Teitz a member of the
Membership Committee and a member of
the Public Relations Committee for the
Mercer County Chapter.
Marguerite Reimers is editor of the

The world moves and man moves, and
the stars of thought cannot be nailed to
the sky.
—The Crayon.
• The Woman CPA is published bi-monthly
in the interest of accounting, and the progress
of women in the profession.
While all material presented is from sources
believed to be reliably correct, responsibility
can not be assumed for opinions or for inter
pretations of law expressed by contributors.
Published by
American Woman’s Society
of Certified Public Accountants
and
American Society of Women Accountants
342 Madison Ave., New York 17, N. Y.
Subscription Price—$1.00 Annually

Copyright, 1950, by American Woman’s Society of Certified Public Accountants.

3

ter, and
2. Such labor is performed for an em
ployer by an individual who is regu
larly employed as an agricultural
laborer.
An individual will be deemed to be regu
larly employed, during a calendar quarter
only if—
a. such individual performs agricul
tural labor for such employer on a
full-time basis of 60 days during
such quarter, and
b. the quarter was immediately pre
ceded by a qualifying quarter.
A qualifying quarter means any quarter
during all of which such individual was
continuously employed by such employer.
In other words, the law considers a farm
worker as in a regular job if (1) he has
worked for the same employer for five
months or more in two successive calendar
quarters and (2) his cash wages are $50
or more for a quarter, with at least 60 days
work per quarter. This also includes do
mestic service performed on a farm op
erated for profit.

FEDERAL SOCIAL SECURITY ACTAMENDMENTS OF 1950
Amount of Increased Taxable Wages
Taxable wages have been increased from
$3,000 per year to $3,600 per year, effective
with years starting January 1, 1951. The
rate for 1951 and 1952 will remain at
each for employers and employees.
Who is Employee
Certain groups which were formerly ex
cluded are now included under the new
definition given to the word “employee”.
These groups are:
certain life insurance salesmen (those
whose entire or principal business ac
tivity is devoted to the solicitation of
life insurance and annuity contracts
primarily for one life insurance com
pany)
agent—or commission-drivers (those en
gaged in distributing food products,
beverages (other than milk) or laun
dry or dry cleaning services for their
principal)
traveling and city salesmen (working
primarily for one principal), and in
dustrial home workers (must receive
remuneration of $50 or more in a
calendar quarter and be subject to
regulations under state law and work
ing with specifications prescribed by
the employer)
In order for an individual in one of the
above mentioned groups to be included in
covered employment, his contract of service
must contemplate that substantially all of
the services which are to be performed must
be performed by the individual personally.
However, even if this condition is met, the
individual is not an employee, if—
1. such individual has a substantial in
vestment, in facilities used in connec
tion with the performance of such
services (other than the investment
in facilities for transportation), or
2. the particular services are in the na
ture of a single transaction and not
part of a continuing relationship with
the person for whom the services are
performed.

Employees of Tax Exempt Organizations
Employees of organizations which are
exempt from income tax under Section 101
of the Internal Revenue Code are subject to
the amended social security law if the re
muneration for such services in a calendar
quarter is $50 or more. (See following
paragraph for those organizations which
are tax exempt under subparagraph 6 of
Section 101 of the Internal Revenue Code.)
Employees of a religious, charitable or
other non-profit organization which is tax
exempt under subparagraph 6 of Section
101 of the Internal Revenue Code are ex
cluded from coverage under the amended
social security law unless the employer cer
tifies that it desires to be included under
the law and at least two-thirds of the em
ployees agree to the filing of the certifica
tion. The employees not agreeing to the
filing of the certificate are not included in
covered employment. All employees hired
subsequent to the effective date of the cer
tificate are covered under the act on a com
pulsory basis. The certificate filed by the
employer is effective for a minimum period
of ten years.

Agricultural Labor
Agricultural labor will be covered under
the new amendments, under the following
conditions:
1. Cash remuneration paid for such
labor is $50 or more during the quar

Sundry Amendments
Domestic workers in private homes are
included if they are employed by a single
employer for a period of at least 24 days

Entered as second-class matter December 19, 1945, at the Post Office at New York, N. Y., under the Act of March 3, 1879.
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in a calendar quarter and receive remunera
tion of at least $50 in the quarter for such
services.
Casual employees not in the course of
the employers trade or business are also
covered if the worker is employed for a
period of at least 24 days and receives cash
wages of at least $50 for services rendered
in the calendar quarter.
Services performed by a student who is
regularly enrolled and attending classes are
not included under the amended social se
curity law if such services are performed
in the employ of the school, college, or uni
versity which he attends. Domestic services
performed by such student is likewise ex
cluded from coverage where such services
are performed in a local college club or local
chapter of a college fraternity or sorority.
A student nurse’s services are excluded
from social security coverage where the
services are performed for a hospital or
nurses’ training school provided the student
nurse is enrolled and regularly attending
classes in a nurses’ training school, and
such nurses’ training school is chartered or
approved pursuant to state law.

2. Net income from a trade or business
if derived from a trade or business
in which the major portion of the
services would constitute “agricultural
labor’’ if carried on by employees.
3. Dividends and interest unless such
dividends and interest are received in
the course of a trade or business as
a dealer in stocks or securities.
4. Any gain or loss from (1) the sale or
exchange of a capital asset; (2) the
cutting or disposition of timber; and
(3) the sale, exchange, involuntary
conversion or other disposition of
property if such property is not stock
in trade.
5.
Deduction for net operating losses.
The following self-employed individuals
are specifically excluded from coverage:
Certified Public Ac
Farmers
Physicians
countants
Accountants registered
Lawyers
or licensed under state
Dentists
or local law
Osteopaths
Full-time practicing pub
Chiropractors
lic accountants
Optometrists
Christian Science Architects
Practitioners
Professional engineers
Naturopaths
Funeral Directors
Veterinarians

Tax on Self-Employment Income
Beginning January 1, 1951, every indi
vidual must pay a tax upon his self-employment income, provided his annual net earn
ings therefrom amount to at least $400.
The amount of income on which each indi
vidual is taxed is limited to $3,600 per year
(including wages in covered employment
and self-employment income). The rate of
tax on self-employment income for taxable
years beginning after December 31, 1950
and before January 1, 1954 is 2¼%.
Net earnings from self-employment mean:
a. the gross income derived by an in
individual from any trade or busi
ness carried on by such individual
less deductible expenses, plus
b. his distributive share ( whether or
not distributed) of the ordinary
net income or loss from any trade
or business carried on by a part
nership of which he is a member.
The following items should be ex
cluded in computing his distribu
tive share—
1. Rentals from real estate (including
personal property leased with the real
estate) and deductions attributable
thereto. This adjustment is not made
where such rentals are received in
the course of a trade or business as

If the taxable year of the partnership is
different from that of the taxpayer, his dis
tributive share of the ordinary net income
of the partnership ending within the in
dividual’s taxable year is included in ar
riving at the net earnings from self-em
ployment.
Self-employment income shall not include:
1. that part of the net earnings from
self-employment in exces of—
(a) $3,600.00, minus
(b) the amount of wages paid to such
individual in covered employment
during the taxable year
2. the net earnings from self-employ
ment if such net earnings for the tax
able year are less than $400.
It should be noted that while the net earn
ings from self-employment must be over
$400, in order to be included, it is possible
for an individual to have less than $400
taxable as self-employment income. Ex
ample: An individual has taxable wages of
$3,300 and income from self-employment of
$1,000. $300 of his income from self-em
ployment is taxable as self-employment in
come, making his total taxable income
$3,600.

a real estate dealer.
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ACCOUNTING FOR THE COST
OF PENSION PLANS
By LYNN A. TOWNSEND
Lynn A. Townsend, C.P.A., Michigan, is
associated with the Detroit Office of Touche,
Niven, Bailey & Smart. He holds the de
gree of Master of Business Administration
from the University of Michigan where he
was elected to Beta Gamma Sigma and Phi
Kappa Phi. During World War 11 he served

as a Naval Officer on the U.S.S. Hornet.
He is a member of the American Institute
of Accountants, the National Association
of Cost Accountants, and the Michigan
Association of Certified Public Accountants.
This paper was presented at a meeting
of the Detroit Chapter ASWA.

The discussion this evening is devoted
to the accounting problems arising out of
the industrial pension plans which have
been negotiated during the past year by
many of our major industries and the bar
gaining agents of their employees. While it
is true that pension plans have been in ex
istence many years these earlier plans
were generally restricted to a relatively
small number of people, and the amounts
involved were rarely significant.
During the various labor negotiations,
there was much printed concerning the
various types of pension plans being con
sidered, primarily the method of “funding”
to be used. To readers who did not know
the principles upon which the various fund
ing methods were based, the articles were
not very understandable. Tonight I want
to describe the various types of pension
plans (primarily the methods of funding)
which are in existence, and to discuss the
accounting problems which have been pre
sented by these plans.
Because these plans have been negotiated
primarily in 1950, the problems of account
ing and financial statement presentation
will not have to be met by the various
companies until the release of their 1950
financial statements. At this time there
has been very little discussion of these ac
counting problems, and the Committee on
Accounting Procedure of the American In
stitute of Accountants has not as yet pub
lished an official release on their recom
mendations with respect to these problems.
Therefore, the discussion this evening can
only be directed toward pointing out these
problems with the arguments pro and con.
All of the pension plans to be discussed
this evening are contractual, i.e., the com
panies do not have the right to terminate
them at their will. Most of them are pro
vided for by labor agreements effective for
five years. However, the employees cov
ered by these plans look at them as con

tinual plans, feeling sure they will be ex
tended after the end of five years. Most
of the plans call for a fixed monthly pen
sion (usually $100) payable on retirement
at age 65 to employees with 25 years service
at that time. All of these plans give credit
to employees for service prior to installa
tion of the plan. This is commonly referred
to as the past service obligation. The
monthly pension usually includes primary
social security benefits, and the earlier plans
provide that if these primary social security
benefits are increased, the company por
tion of the pension will be correspondingly
decreased. However, commencing with the
General Motors plan, this latter provision
has generally been eliminated.
The method of funding these pension
plans refers to the method of determination
of the annual amounts which are to be paid
over by the company to a trustee, to be
held by such trustee and used by him to
pay the agreed-on pensions to retired em
ployees.
The simplest pension plans are the socalled “pay-as-you-go” pension plans. These
plans call for no funding at all, but merely
provide that the company will pay the
monthly pensions to retired employees, as
they fall due, out of company funds.
“Full funding at maturity” plans provide
for the payment by the company to the
trustee at the time of retirement of em
ployees of a sufficient amount to fund the
pensions of these employees in their en
tirety. Under this type of funding arrange
ment, the fund is actuarily sufficient in
amount to pay pensions for all retired em
ployees, but no provision is made in the
fund for current or past service for em
ployees not retired. This type of funding
is prevalent in most of the agreements ne
gotiated in the steel industry and is gen
erally known as the “Bethlehem Formula.”
The so-called “level funding” plans pro
vide for funding pensions for employees
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service obligation assumed at the inception
of the plan. Under the “level funding”
plans, the charge to operations will probably
be on this basis, inasmuch as the corpora
tion has to fund amounts with the trustee
on this same basis. In these cases the labor
agreements provide that if the level fund
ing plan is terminated, any amounts in the
fund will go on some basis for the benefit
of the employees and will not be returnable
to the corporation. (Without this provision,
the funding arrangement would not be ac
ceptable for federal income tax purposes.)
Under the “pay-as-you-go” or “full fund
ing at maturity” plans, inasmuch as there is
no requirement for the funding for cur
rent service or past service of active em
ployees, and inasmuch as the agreements
providing for the plans only run for a
period of five years, the companies are obli
gated to grant pensions to only those in
dividuals who retire within that five-year
period, and have no contractual liability for
current or past service of active employees
at the end of that five-year period. Thus,
companies with these types of plans can
reasonably take a position that their opera
tions during this five-year period should
not be charged with any provisions for cur
rent service of active employees. In these
cases the charge to operations will probably
be the amount required to fund in full pen
sions for employees who will retire during
the five-year period. However, some com
panies may take the position that even
though the present agreement terminates
in five years, it will be renewed under the
same general principles, and, therefore, the
plan is in effect a continual one, although
not being so contractually. Therefore, they
may elect to provide for current service of
active employees and amortize the past
service obligation over a reasonable period
of years by a charge to operations, in which
case the amount so provided in excess of
the payments to the trustee would be shown
as a liability on the balance sheet.
Many of the earlier voluntary employer
granted pension plans were of the “pay-asyou-go” type, and the accounting was
usually done on a cash basis. In the case
of an involuntary “pay-as-you-go” plan,
however, it does not appear that merely
charging to operations the cash payments
made for pensions during the year would
result in an adequate charge to operations,
in view of the fact that under the involun
tary plan the corporation has the liability
of paying pensions to all employees who
retire during the five-year period, and there
fore they should provide for retired em
ployees’ pensions in their entirety. There

before they retire. These “level funding”
plans call for the payment to the trustee
of an amount sufficient to provide for the
current service of all active employees.
These plans recognize the amount of the
past service obligation at the date of the
institution of the plan, and they vary from
requiring a payment to the trustee for in
terest on this past service obligation, thus
leaving the unprovided past service obliga
tion frozen, to requiring a payment to the
trustee of an amount sufficient to amor
tize this past service obligation over ten,
twenty, or thirty years. Under the plans
calling for the funding of only interest on
the past service obligation, the fund would
never be actuarily sound, but would always
be deficient in amount by the amount of the
past service obligation. Under the latter
plans, the fund would be actuarily sound
at the end of the ten, twenty, or thirty year
amortization period.
An interesting variation of the “level
funding” arrangement is an agreement in
which the employer promises to pay into a
fund a specified number of cents per hour
worked. The contracting parties state that
it is their intention that the amount paid
into the fund each year shall be sufficient
to provide for current service costs and
also for the amortization of past service
costs over a certain number of years. These
plans have the advantage of simplicity in
operation and administration, but they are
weak from an actuarial point of view since
there is not necessarily any relationship
between the number of hours worked and
the amount necessary for proper funding.
The pension plans granted in the auto
mobile industry are of the “level funding”
type.
There are primarily three accounting
problems presented by these pension plans:
(1) What will be the basis of the annual
charge to operations for the cost of pen
sions? (2) What information concerning
the pension plan should be disclosed in a
footnote to the financial statements? (3)
What will be the treatment given the un
provided-for past service obligation in the
financial statements?
At first glance, it might be felt that the
amount of the charge to operations for pen
sion costs should not vary as between the
types of funding plans indicated previously,
as long as the benefits to be paid employees
at retirement are the same. It would seem
that operations of any year should be
charged with the cost of providing for the
current service of active employees during
that year, plus some consistent amortiza
tion over a reasonable period of the past
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fore, under the involuntary “pay-as-you-go”
plan, it would seem that the minimum
charge to operations should be the amount
that would be required to fund pensions
of retired employees in full at their ma
turity date, the difference between this
amount and the actual payments to pen
sioners being shown as a liability in the
balance sheet.
Under both the “pay-as-you-go” and “full
funding at maturity” plans, a charge to op
erations sufficient to provide pensions in
full at the retirement date during the fiveyear period would be distorted as between
the five years because of the varying num
ber of employees who would be eligible for
retirement during each year. Primarily,
the charge in the original year of the plan
might be considerably in excess of the
charges in later years, because of the num
ber of employees who are past age 65 and
still working, who would be eligible for re
tirement in the first year. To overcome this
situation, it has been proposed that the
total charge for the five-year period might
be computed and 1/5 of such a charge
charged to operations in each year. In the
case of a “full funding at maturity” plan,
the discrepancy between the amount of the
payment to the fund and the charge to op
erations would be handled as either a de
ferred charge or an accrued liability on
the balance sheet. The difference between
the charge to operations and the cash pay
ments for pensions in connection with a
“pay-as-you-go” plan would also constitute
a liability.
Under the “level funding” plans, the pay
ment to the trustee for current service
would be consistent as between years and
would represent the current service obliga
tion and as such would be a reasonable
charge to operations. If the past service
obligation is to be spread over a reasonable
period of years, the amount of past service
obligation amortized in any year would also
be a charge to operations of that year. The
Committee on Accounting Procedure of the
American Institute of Accountants in its
Bulletin Number 36 took the position that
even though the past service obligation is
provided for service performed in prior
years, it is in effect payment in contempla
tion of future service and as such consti
tutes a charge to future operations rather
than a charge to surplus at the inception of
the plan. Amortization of this past service
obligation over future periods, however,
must be made under a reasonable program
and the amount amortized in any one year
must be determined on a basis consistent
with other years.

As indicated previously, the amount
charged to operations will not necessarily
be the same as the amount paid out in any
given year to the fund or to the pensioners.
However, for federal income tax purposes,
a tax deduction is allowed only for actual
cash payments either to a qualified fund
or to pensioners. Thus, if the company’s
method of recognizing pension costs neces
sitates the accrual of a liability or creation
of a deferred charge on the balance sheet,
the amount thereof should be reduced by
the federal income taxes thereon.
It can be seen that radically different
charges to operations can result from the
varying funding provisions of the current
group of pension plans. Because of the fact
that the current pension plans cover all em
ployees of a company, the amounts of these
charges to operations can be material, and
they, therefore, will have a major effect on
the comparability of the net earnings figures
as between companies. For this reason, it
seems necessary that a company disclose its
charge to operations for the current year
in its financial statements, and describe in
a footnote thereto the provisions of its pen
sion plan and a brief explanation as to its
method of charging the cost of pensions to
operations. Because these plans provide
for significant pension costs over an ex
tended period of years, some indication of
the amount of the future charges to opera
tions should also be included in the pension
footnote.
The method of disclosing the amount of
unprovided-for past service in the financial
statements has been more widely discussed
than the question of determination of the
charge to operations. As mentioned pre
viously, the Committee on Accounting Pro
cedure of the American Institute of Ac
countants has taken the position that the
amount of the past service obligation is an
obligation contracted in consideration for
future service and, as such, constitutes a
charge to future operations. This is the
basis for amortizing past service by a charge
to operations over a reasonable period of
time. The method used for charging the
cost of pensions to operations can have a
material effect on the amount of the un
provided past service. As we indicated
earlier under the “level funding” plan pro
viding for the amortization of past service
in 20 years, there would be no past service
obligation at the end of this 20-year period,
while under the “level funding” plan pro
viding for interest only on the past service
obligation, the amount of the unprovidedfor past service would still be the same at
the end of the 20-year period as at the date
8

of inception of the plan. It is suggested,
therefore, that the estimated amount of un
provided past service at the end of any year
should be disclosed in the pension footnote
to the financial statements. The amount
of this unprovided past service can only be
a very rough estimate because of the various
factors involved in the computation of this
figure. Of course, this figure will have to
be furnished by an actuary, and it has been
suggested that it might be wise in disclos
ing this figure in the financial statements
to also indicate the major premises on which
computed. For instance, in the case of a
pension plan providing for the reduction
of the company portion of the pension to
correspond with any increase in social se
curity benefits, the basis on which the past
service obligation was computed would have
to be disclosed, due to the fact that an in
crease in social security benefits could have
a major effect on the amount of the unpro
vided-for past service. Inasmuch as these
plans are merely five-year plans, it is true
that contractually the company does not
have an obligation for the entire amount
of the past service. However, because of

the fact that the plans will probably be
extended at the end of five years, it has
been recommended that the amount of the
past service should be shown, and, if the
company desires, it can indicate in the
balance sheet footnote that the plan ter
minates at the end of five years and that
the company therefore has no agreement for
any pension costs past that date.
It has also been suggested that the
amount of the past service obligation prob
ably should be recorded in the financial
statements as a liability with a correspond
ing deferred charge. Because of the un
certainty of the amount of the past service
obligation and also the question as to
whether it is in effect an actual liability of
the company in its entirety, this position
has not been pushed very strongly.
As can be seen by this discussion, there
are definite accounting and financial state
ment problems with respect to the new 1950
pension plans. It will be interesting to see
how these pension plans are treated in the
company financial statements for the year
1950.

COAST-TO-COAST
VIRGINIA THRUSH, Toledo, Ohio

CLEVELAND
Mr. Richard Austin of Westinghouse
Electric Co. and president of NACA, Cleve
land Chapter, spoke at the November
meeting on “Controlling Costs and Ex
penses.” An interesting addition to the
monthly bulletin was noted—a “Quiz Cor
ner,” in which pertinent questions are an
swered monthly. Cleveland Chapter spon
sored a tea in Pittsburgh during Novem
ber for women accountants in that city.
Plans are being formulated for an ASWA
chapter in Pittsburgh.

CHICAGO
The subject discussed at the October
meeting was “Budgets Are Not A Pana
cea.” The speaker at the November meet
ing, Mr. W. J. Madden, vice-president,
treasurer and director of Consolidated
Grocers spoke on “The Thirteen Month
Calendar and Branch Accounting.” An
open house in honor of Alice Aubert, past
national president of ASWA, was held in
November. The chapter participated in a
“Whee Of A Wee Week-End” the first
week-end in December at the Hotel Mo
raine on the Lake in Highland Park. Illi
nois.

COLUMBUS
“Speech As An Aid To The Woman Ac
countant” was the subject chosen by Miss
Allene Montgomery, Assistant Professor
of Speech at Capital University, the
speaker at the October meeting. Mr. Hor
ace Domigan, of Keller, Kirschner, Martin
and Clinger, spoke at the November meet
ing on “History of Taxation.”

CINCINNATI
The speaker at the October meeting was
Mrs. Iphigene Bettman, author of “Here
abouts,” a column in the Cincinnati Times
Star. She spoke of “Romance of Ohio.”
The September meeting was highlighted
by a talk given by Mr. Burl Graham, Se
nior Partner with Gano & Cherington, who
spoke on “Qualifications and Require
ments for Certified Public Accountants in
Ohio.”

DETROIT
Several members attended the CharterInstallation dinner of the newly formed
Lansing Chapter of ASWA.
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very interesting talk at the September
meeting entitled “Mad Money,” which talk
was followed by a movie called “Money at
Work.” The October meeting was ad
dressed by Miss Kay Wilson, County Li
brarian and President of the League of
Women Voters of Muskegon who spoke on
the ever important subject—Election Is
sues. “Revised Social Security Laws” was
the title of the talk given by Miss Sylvia
Paul at the November meeting. Miss Paul
is manager of the Bay City office of the
Social Security Administration.

Mr. Lynn Townsend, CPA, with Touche,
Niven, Bailey & Smart spoke at the Sep
tember meeting on “Accounting For Pen
sion Plans.” The October meeting was
highlighted by an interesting discussion
on “Recent Changes in the Social Security
Regulations” by Mr. Theodore E. Lapp,
Assistant Manager of the Detroit Field
Office of the Social Security Administra
tion.

HOLLAND
“Sales Tax” was the subject chosen by
Mr. Clare Walker, speaker at the Septem
ber meeting. Mr. Ray Maihofer spoke at
the October meeting on “Depreciation”.
An interesting discussion followed the
meeting.

NEW YORK
Mr. Herbert A. Lisle, BS, LL.B., a mem
ber of the Tax Department of Harris,
Kerr, Forster & Co. spoke at the November
meeting on “1950 Changes in the Tax
Law.”

INDIANAPOLIS
Mr. Joseph E. Cain, President of P. R.
Mallory & Co. spoke at the September
meeting on “Our Scarcest Raw Material Is
Facts.”
“Public Utility Accounting” was the
subject chosen by Mr. Ralph E. Swingley,
Secretary of the Indianapolis Water Co.
who spoke at the October meeting. The
November meeting was highlighted by the
presentation of the CPA certificate to
Bonnie Lou Oberholtzer by Mrs. Ida S.
Broo, past national president of AWSCPA
and ASWA, and a member of the Indiana
State Board of Accountancy.

PHILADELPHIA
The monthly bulletin, “Quaker City
Chronicle” made its debut in October. The
October meeting was addressed by Mr. J.
Malcolm Miller, Asst. Mgr. of the Assn.
American Soap & Glycerine Producers,
Inc., who spoke on “Say It With Figures.”
Mr. T. Wesley Matthews, Assistant VicePresident of the Girard Trust Company
spoke at the November meeting on “The
General Field of Trust Operation, Empha
sizing Investments.”

SAN DIEGO
Mr. A. George Miller, Assistant Man
ager of the San Diego Social Security Di
vision Office addressed the October meet
ing on “The New Social Security Law.”

LONG BEACH
The changes in the Federal Income Tax
Law were discussed by Mr. Jack Krancus,
president of the Long Beach Chapter of
Society of American Accountants. The
speaker at the November meeting was Mr.
Kenneth Lake, CPA, Dean of California
College of Commerce who spoke on Sec
tion 117-J.

SAN FRANCISCO
Mr. Leon Schiller, tax attorney, spoke
at the July meeting on “Interesting Recent
Decisions on Every Day Tax Problems.”
“The Reorganization of the Inferior Courts
in California” was the subject chosen by
Miss Katharine Hanrahan. Research At
torney, who spoke at the August meeting.
The fall season opened with a meeting in
September, at which time Mr. Arthur B.
Poole, Vice President and Treasurer of
the American President Lines, Ltd., spoke
on “Developments in Steamship Account
ing.”
The October meeting was addressed by
Mr. Rudolph E. Lindquist, CPA, partner
in Lindquist, Von Husen and Joyce, CPA’s,
who spoke on “The New Income Tax Act.”

LOS ANGELES
Miss Muriel Storrie, an attorney, spoke
at the October meeting on “A Woman’s
Will—Generally Speaking.” An interesting
question and answer period followed the
talk. The Public Relations Meeting was held
in November at which time Mr. Herbert
G. Bowles, CPA, resident partner of Ly
brand, Ross Bros. and Montgomery, spoke
on “How Much Test Checking Is Enough?”
MUSKEGON
Mr. Vernon W. Hale, Vice-President of
Continental Securities Co., presented a
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SEATTLE
Chapter member, Doris Parks, CPA,
spoke at the July meeting on “Cost Ac
counting For Foods.” In October, chapter
members presented a panel discussion on
“Theoretical Problems in Accounting.”
The chapter Study Group, under the chair
manship of Doris Parks, presented its first
session on Inheritance Taxes. The discus
sion was led by Genevieve Flynn.

nue Service, spoke on the Social Security
Act Amendments of 1950 and the Revenue
Act of 1950. Following this talk Mr. Kelley
from the Indianapolis Office of the Inter
nal Revenue Department held a discussion
period.
Professor Vachel Breidenbaugh of Indi
ana State Teachers College spoke at the
October meeting on “A Unique Institu
tion.”

TERRE HAUTE
The September meeting opened the 195051 season. Miss Eleanor Braid gave an
interesting talk entitled “Hello.” The
chapter accepted an invitation from the
Wabash Valley Chapter of the NACA to
attend a meeting at which time, Dr. M. O.
Ross, President of Butler University,
spoke on “The Economic Outlook Ahead.”
The chapter held its annual public rela
tions meeting in November. Mr. William
V. Miller, Division Chief, Internal Reve-

TOLEDO
Harriette McCully, member of the To
ledo chapter, spoke at the September meet
ing on “Accounts Payable, Accounts Re
ceivable, Internal and Inventory Control.”
Mrs. Lois Cossitt, member of Toledo Man
agement Committee, spoke at the October
meeting on “How the Hoover Report and
Recommendations Affect You.”
Mrs. Grace Dimmer, National President
of ASWA spoke at the November meeting
on “The Function of the National Board
of ASWA.”

TAX NEWS
TENNIE C. LEONARD, C.P.A., Memphis, Tennessee

THE CORPORATE “FATHER OF
THE BRIDE”
Once in our experience we had a client
with an incorporated “love nest” appro
priately taxed as a personal holding com
pany, but Mr. Haverhill introduced a new
feature into corporate activities when he
attempted to persuade the internal revenue
agent that Haverhill Shoe Novelty Com
pany (15 TC No. 70) had acted as father
of the bride, Mr. Haverhill’s daughter.
Having recently attended an elaborate
and expensive wedding and reception for
the daughter of a sales minded client where
the customer-guests were curious as to what
expense account would be charged with the
entertainment, we were particularly in
terested in Mr. Haverhill’s experience.
When his daughter captured a husband,
Mr. Haverhill attempted to have his cor
poration compensated for his loss as a
father. Accordingly, customers and pros
pective customers were invited to join in the
festivities. When it came time to pick up
the check, Mr. Haverhill, knowing the gen
erosity of his corporation, “outfumbled” the
foster father, and the business paid ex
penses commensurate with the benefits it
hoped to derive.
How some of the expenses were allocated
to “shop expense” the record does not re
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veal, but it is not important since the
amount charged to “travel and entertain
ment expense” as well as that charged to
“shop expense” was disallowed on the theory
that the corporation made a gift to Mr.
Haverhill, its treasurer and majority stock
holder. Lucky Mr. Haverhill that he did
not have a more imaginative examining of
ficer who would have determined that the
corporation had paid him a dividend, or
additional salary in an unreasonable
amount!
WHY ACCOUNTANTS DIE YOUNG
Readers of the obituary section of “The
CPA” published by the American Institute
of Accountants sometimes write that maga
zine asking whether accountants die at an
earlier age than do other professional
people. We wouldn’t know what the actu
aries’ averages show, but we suspect some
reason may exist for the early demises of
public accountants who practice taxes. Con
sider the sad case of Mr. Anonymous Ac
countant who audited the books and pre
pared the tax returns of Reliance Factoring
Corporation (15 TC No. 81).
During a routine examination of the cor
poration’s return, an internal revenue agent
proposed a deficiency of $526.60 under sec
tion 102 of the Internal Revenue Code. In

stead of agreeing to this bargain, the con payer, but apparently left the door open
scientious accountant filed a protest and at for a tax when the property constituting the
tended a conference with the Bureau on the gift is disposed of by the donee.
issue. It was then that the Bureau’s con
If this theory of taxation is carried to
feree learned for the first time that the tax its logical conclusion, it may become neces
payer-corporation was in fact a personal sary for you to warn your clients that a
holding company. Mr. Accountant had to gift of waste paper to the Salvation Army
admit it, and the taxpayer paid $23,818.55, may result in taxable income.
instead of the original $526.60.
That goes to show that sometimes we
“AN AMERICAN GUERRILLA”
don’t know when we are well off; or the
IN THE TAX COURT
wisdom of the old adage, “Let well enough
Iliff David Richardson enlisted in the
alone,” or something, but let’s also con
U. S. Navy in July, 1940, was sent to
sider, “It could happen to any of us.”
Manila in January, 1941, and in October of
that year was assigned to duty in Motor
MORE BLESSED TO GIVE ???
Torpedo Boat Squadron Three. Having
When we were taught in Sunday School been an ardent reader of books based on
that it is more blessed to give than to re travel and adventure, he decided to write
ceive, little did we think that the blessing a book about his own experiences and, fol
would be taxable as income. For the past lowing the advice given him by Richard
ten years we have had the irrefutable word Halliburton and Delbert Harter during his
of the Supreme Court in Helvering v. Horst, college days, he began compiling memoranda
311 U. S. 112, that the satisfaction that of the experiences of his associates and him
comes from giving may be measured in self. Twice his memoranda were lost and
dollars and taxed as income in certain cases, rewritten from memory.
but it has been only within the last few
When Richardson returned to the United
years that the Commissioner has tried to States in 1944, he began work, with the
tax the satisfaction earned by the generous help of a professional writer, on the book
donor.
subsequently published under the title of
Give the Commissioner a dollar and he’ll “An American Guerrilla in the Philippines”,
try for five, and following the opening given the motion picture rights to which were sold
him by the Supreme Court, he ruled in 1948, to Twentieth Century-Fox Film Corpora
IT 3910, that a farmer realized taxable in tion.
come upon making a gift to a charitable
Since he had started gathering material
organization of agricultural products hav for his book in 1941 and it was not pub
ing no cost basis.
lished until 1945, Richardson’s tax counsel
The Commissioner now having made the recommended the advantages of section 107,
five tried for the twenty-five and ruled, IT but the internal revenue agent who ex
3982, that a gift by a father to his son of amined the return, more familiar with the
feeder cattle which he had raised and which literature as produced in the classic halls
had no cost basis in his hands, resulted in of the Bureau of Internal Revenue, denied
the receipt of taxable income by the father that Richardson’s original notes made in
to the extent of the fair market value of 1941 had any connection with the finished
the cattle at the date of the gift.
product sold in 1945.
Fortunately for the veteran, Judge Van
It is worthy of note that in the Horst
case the donee converted the gift to cash Fossan was more sympathetic and his
shortly after its receipt; there was no con opinion proves how delicate is the balance
version in connection with the gift to the of justice as dispensed by the Tax Court:
charitable organization; and in IT 3982,
“Even the preparation of so prosaic
it was stated that the gift was sold by the
a thing as an opinion of the Tax Court
donee within eight months after its acquisi
is cast in the same mold. It has hap
tion.
pened in the experience of the writer
that a first draft of an opinion reach
Now the Commissioner, reveling in his
ing one result is entirely discarded and
apparent success, tried for the jack-pot, but
an opinion reaching the opposite result
lost in the case of W. G. Farrier Estate, 15
finally arrived at. But who can say
TC No. 41. He attempted to collect an in
that the time spent in drafting and
come tax on the gift of cattle where the
writing the discarded opinion was not
court found that no contract for sale or
part of the total time spent in prepar
thought of sale existed at the time the gift
ing the final opinion?”
was made. The Tax Court upheld the tax
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THE CONTRARY COMMISSIONER
One of the major headaches of tax con
sultants for the past few years has been
the devising of plans for deferring com
pensation of highly paid executives. Usually
the Commissioner attempts to tax such com
pensation at the earliest possible date.
Mr. Fred C. Hall (15 TC No. 30) re
ceived fifty shares of stock in the Ohio Air
craft Fixture Company in consideration of
the signing of an employment contract.
However, the certificates were to be en
dorsed in blank and turned over to the
Treasurer of the Company who was to give
Mr. Hall a certificate for 25 shares when
he had completed one year of his contract
and the other 25 shares at the end of his
second year of employment.

Mr. Hall reported the value of the fifty
shares as income in the year received, 1942.
When it was determined that the tax would
be greater if the shares were reported as
income in 1943 and 1944, the Commissioner
moved to the other side of the fence and
determined that Mr. Hall’s compensation
should be deferred until he actually re
gained physical possession of the stock. The
Tax Court agreed with the Commissioner.
So do we but we’d never try to get by with
such a plan if we wanted the compensation
deferred.
Some of the tax commentators have
pointed out that the Commissioner’s face
may be red as a result of this decision
when he moves back to the other side of
the fence.

IDEA EXCHANGE
PHYLLIS M. HAAN, Grand Rapids
The responsibility placed upon the office lars, as well as make it easier for the
executive is greater today than ever employee.
before.
Maybe you feel you need an entire
He is the one who must furnish the fig change of system. Sometimes calling in
ures that keep materials and parts moving outside systems men will accomplish the
toward scheduled assembly points, insure results you need.
prompt payment of labor, and furnish
Before you do anything, why don’t you
management with statistics for prompt de bring the problem to the attention of your
cisions, quick action.
Chapter’s educational chairman. Your
The office executive today is also taking problem furnishes her committee with ma
his rightful position along with sales and terial for study groups as well as giving
manufacturing executives in sharing re you the opportunity of having many opin
sponsibility for increases or decreases in ions to choose from in arriving at the most
satisfactory solution.
cost.
You will find higher executives willing
In meeting this responsibility office ex
ecutives find that they have the co-opera to co-operate in providing each desk the
tion of higher executives, who understand right machine or tool and the right train
thoroughly that in the office as well as in ing to enable the employee to do the work
the factory well-trained, well-equipped at that particular desk in less time, with
employees can complete more work at less greater accuracy, and with less effort—
cost than untrained, inefficient employees. all it takes is stating the facts to him—
If the responsibility is placed in your giving him a solution; he will act, for he
hands to short-cut methods, and you do is not adverse to putting more dollars in
not feel completely confident of being able his pocket through savings in operations.
*
*
*
to accomplish the desired results, try dif
ferent methods—use a stop watch, if nec
One of the members of the Los Angeles
essary, to show the savings in one over Chapter has devised a clever method of
the other.
presenting her credentials on a moment’s
If an adding machine is used on work notice.
She has had her certificate photographed
involving mostly multiplication and divi
sion; and someone else you have talked to and reduced to card size to fit her wallet.
is getting faster results using some make She can carry it with her at all times and
of calculating machine, borrow a calcula have it conveniently handy for ready ref
tor and test it—maybe a small expendi erence when calling on clients, prospec
ture will save you not only time but dol tive clients, and tax authorities.
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WHAT'S NEW IN READING
RUTH C. FORD, CPA, Columbus, Ohio
Mr. Bronfenbrenner discusses the Meas
urement of Business Income Under Rising
Prices, emphasizing the controversy be
tween matching sales by transfers of in
ventory at prices representing replace
ment value of inventories sold (LIFO) or
on the basis of earliest cost (FIFO) and
the related problem of stating deprecia
tion on the basis of replacement cost or on
historic cost. He proposes a practical
means of dealing with the situation which
may eventually meet with the approval
of business, tax authorities, the leaders of
labor and the consuming public, all hing
ing on the acceptance by the professional
accountant. The concept of income pres
ently maintained by the accounting pro
fession results in a lack of provision for
the increased cost of replacing inventories
and capital instruments. A continuing
business concept provides for the mainte
nance of capital intact. It is estimated that
corporate profits were overstated twentyfive per cent over the three-year period
1946 to 1948, on the basis of eliminating
the capital impairment which was in
cluded as income.
Solomon Fabricant, Professor of Eco
nomics at New York University and a
member of the Study Group views Busi
ness Costs and Business Income Under
Changing Price Levels, from the stand
point of translating business income into
real income. To compare the profits of
years of various price levels the economist
developed first the price index which is in
common use. When the inventory has in
creased during the year, the economist
considers the increase in capital to be the
increase in units and does not consider
that the increase in value of the number
of units owned at the beginning of the
year represents a real accretion in wealth.
The economist method of adjustment in
sures that no inventory revaluation will be
left in the income account to over or
understate business income. With the ob
jective to relate costs to revenues the
economist does not stop with materials
that come out of inventory but carries on
to depreciation and depletion which are
adjusted in the same way, absorbing capi
tal assets into cost of production on the
basis of current prices rather than origi
nal cost.
Mr. Fabricant also looks at The Varied
Impact of Inflation on the Calculation of

FIVE MONOGRAPHS ON BUSINESS
INCOME by Sidney S. Alexander, Martin
Bronfenbrenner, Solomon Fabricant and
Clark Warburton (economists), discussion
by the Study Group on Business Income
and a paper by George 0. May, published
by the Study Group on Business Income of
the American Institute of Accountants.
Sidney S. Alexander, presently on the
economic staff of the International Mone
tary Fund, analyzes the income concept
from a theoretical point of view and com
pares the result of that analysis with the
concept of income as conventionally meas
ured by accountants with the conclusion
that if price levels did not change there
would be no difference between the two con
cepts.
The discussion points out that when
prices fluctuate, the accountant’s practice
of basing depreciation on historical cost
rather than replacement value and of ab
sorbing inventories into operations at cost
rather than replacement value produces a
mixed income, pure economic income, or
sales profit, and price gains on items charged
to cost of goods sold. The inclusion of the
latter type of gains in income will not main
tain capital intact. The discussion of the
practical application of these theories to
present business problems leads Mr. Alex
ander to the conclusion that while account
ants’ procedures do accord separate treat
ment of capital gains on assets sold out of
the normal course of business, they do not
recognize capital gains on inventories and
on other assets which are eventually
charged to cost and are confounded with
normal income.
Martin Bronfenbrenner, presently with
General MacArthur’s Staff in Japan, on
loan from the University of Wisconsin,
views “Business Income in the Light of
Monetary Theory.” The long-term upward
price trend which is being forecast rep
resents a resumption of the movement
which can be traced back to antiquity. Mr.
Bronfenbrenner describes its effect on the
economy of the various nations of the
world in the past and particularly on the
present economy of the United States. He
discusses the effect of the policy of the
present Administration of guaranteeing
full employment and production; the ef
fect of collective bargaining of labor
unions; unemployment inflation, stagna
tion and underconsumption.
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Business Income. He reminds accountants
that although they do not allow ordinary
revaluation of assets to get into the in
come accounts, that they are really doing
the same thing by the indirect process of
turnover of assets during inflation. As a
result the ordinary business accounts pro
vide an exaggerated notion of business
profits when prices are going up. In 1947
the upward inventory revaluation ac
counted for five billion dollars of the
eighteen billion of corporate profits after
tax according to the Department of Com
merce.
Clark Warburton, an economist with the
Federal Deposit Insurance Corporation
and a member of the group, in viewing
Monetary Theory and the Price Level
Trend in the Future disagrees with Mr.
Bronfenbrenner that a long-term trend of
rising prices is inevitable and believes
that there is enough knowledge and power
to push the price level, as a matter of de
liberate national policy, in either direc
tion or to maintain a reasonable degree
of stability. He outlines a different con
cept of the scope and character of mone
tary theory on the economic history of the
world. He traces the causes of booms and
depressions and expresses the belief that
with the present knowledge of monetary
controls there need not be extreme depres
sions.
Mr. Warburton advocates the construc
tion of a more comprehensive index of
prices of the final products of the econ
omy, after which industry should make
approximations of the difference between
the costs and the replacements of its prop
erties, equipment and inventories and the
accounts be adjusted for the differences.
He believes once this is accomplished that
the Bureau of Internal Revenue will agree

to the adjustments for tax purposes.
The final chapter by George 0. May pre
sents The Case Against Change in Pres
ent Methods of Accounting for Exhaus
tion of Business Property. He believes
that accounting procedures should not be
revised so as to bring the cost of property
exhaustion into account at approximately
the same price levels as the revenues and
that the situation should be met by sup
plementary information, assuming social
usefulness to be the objective.
In view of the many vital problems fac
ing the accounting profession today it is
argued that this problem which is dimin
ishing in importance as the postwar years
increase, can be set aside especially be
cause economic profits of the past three
years have been high enough to insure
that no serious economic or financial harm
has resulted from continuance of old ac
counting methods up to now.
Mr. May submits that the evidence indi
cates that the option to use the LIFO
method has not resulted in treatments
best adapted to the business and that a
similar option in accounting for property
exhaustion would have a similar result.
Evidence is found also to support the ar
gument that there have always been fluc
tuations in the value of money and that
business men have traditionally acted upon
the assumption that the value of the mone
tary unit was stable, although they knew
this to be contrary to fact. He supports his
argument by quotations from well known
authorities.
This book is distributed to members of
the Institute, any of whom will be glad to
loan it to you if copies are not available
from the American Institute of Account
ants.
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